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The Securities and Exchange Commission today made public an opinion in
its Accounting Series relating to the requirements of Regulation S-X as to
the analysis of a registrant's surplus account. The opinion states that
such analysis may not be omitted although, under special conditions set forth
in a particular form, a registrant is permitted to file in lieu of its individual profit and loss statement a consolidated profit and loss statement
for the registrant and certain totally-held subsidiaries.
The opinion, prepared by William W. Werntz, Chief Accountant, follows:
"You inquire whether the instruction relative to an analysis of surplus
set forth in paragraph 34 (b) of Rule 5-02 of Regulation S-X implies that an
analysis of the registrant's surplus accounts may be omitted when, pursuant
to instructions such as those set forth under Item 8-I-A (2) (a) in the instruction book for Form 10-K, there may be filed in lieu of an individual
profit and loss statement of the registrant, a consolidated statement of the
registrant and certain totally-held subsidiaries. The portion of the above
instruction here pertinent reads as follows:
'Provided, however, That in lieu of such profit and loss statement
there may be filed a profit and loss statement consolidating the accounts of the registrant and one or more of its subsidiaries (hereinafter called "included subsidiaries"), if all the following conditions exist:
(i) The registrant is primarily an operating company;
(ii) Other than directors' qualifying shares, all classes of
outstanding securities, other than those evidencing long-term or
funded debt, of the included subsidiaries are owned in their entirety by the registrant and/or the included subsidiaries;
(iii) No one of the included subsidiaries owes to any person
other than the registrant any long-term or funded debt of an
amount which is significant in relation to the particular subsidiary;
(iv) The included subsidiaries are, in practical effect,
operating divisions of the registrant; . . . '
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"The above permission, you will note, extends only to the registrant's
profit and loss statement and does not permit the omission of the registrant's balance sheet. Therefore, pursuant to such instructions, it would
be permissible to omit supplementary schedules required to be filed in support of detailed items in profit and loss statements} but it would not be
permissible to omit schedules, required to be filed in support of particular
balance sheet items, nor to omit analyses of the surplus accounts appearing
on such balance sheet. Such balance sheet schedules and analyses should be
filed for each period covered by the substituted consolidated profit and loss
statements.
"Item 34 (b) of Rule 5-02 of Regulation S-X to which you specifically
refer reads in part as follows: 'An analysis of each surplus account setting
forth the information prescribed in Rule 11-02 shall be given for each period
for which a profit and loss statement is filed . . . ' As indicated in its
preface, Regulation S-X relates to the form and content of financial statements, while the instructions to the applicable forms determine what financial
statements are to be filed. The cited portion of Item 34 (b) of Regulation
S-X must therefore be read in the light of the pertinent instructions, in the
applicable form, as for example those quoted from Item 8 of Form 10-K.
"Accordingly, it is ray opinion that the language of Item 34 (b) should
be considered as indicating the period or periods for which the required information must be set forth and may not be construed as permitting the omission of an analysis of the registrant's surplus accounts."
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